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On the Principles of an Income Tax. 
By the Eev. De. Booth, F.E.S., &c. 

[Read before Section (F), at Oxford, June, I860.] 

[At the late meeting of the British Association, held at Oxford, 
I brought under the notice of the Statistical Section, my views on 
the true principles of an Income Tax. As the opinions which I 
there advanced met with considerable opposition, and much support ; 
as the subject is one of universal interest ; and as I have been 
requested by very many persons to place these views more widely 
before the public, it seemed to me that I could in no other way with 
more propriety do so than by giving an exposition of them in the 
form of a letter addressed to your Lordship, not only as being the 
President of the National Social Science Association, but still more 
because it is known to every one that, while your Lordship during a 
long and busy life has been actively engaged in the promotion 
of legal, political, social, and moral reforms, you have never given 
over the successful cultivation of all the exacter sciences and their 
application to the profoundest problems of physics, and the more 
complicated questions of political economy.] 



The subject of the true principles of an Income Tax, indepen- 
dently of its scientific value, is one of the utmost practical interest. 
It affects the scientific and the unphilosophical alike. "We may 
ignore its theory, but we must make ourselves acquainted with its 
actual working. It is one of universal concern ; it comes home to 
us all, at any rate to all of us who are obliged to receive the visits 
of the tax collector. It is a subject, too, on which every one believes 
himself competent to form a just opinion. The taxpayers feel that 
they have bought and are paying for the privilege to discuss, and the 
right to complain. How many hundreds of letters in the " Times," 
how many speeches in parliament, how many platform orations, have 
denounced, and still continue to stigmatize the injustice of the 
principle of Schedule D. What can be more iniquitous, it has 
frequently been said, than that the man who hardly earns a pre- 
carious income by the practice of a profession, should be taxed as 
highly as the inheritor of a landed property ? What can be more 
flagitious than to exact from the incumbent who has only a life 
interest in his benefice, as much per cent, as the peer is called on to 
pay whose ancestors have held the family estates since the Conquest? 
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All this, with much more to the same effect has been often stated. 
I know of no question on which so much of hot vituperation has 
been poured out, or so much impassioned invective wasted. How 
repeatedly has the triumphant appeal been made to self-evident 
maxims, to the fundamental principles of political economy, or to the 
manifest conclusions of common sense. Tet, notwithstanding all 
this, the tenpence in the pound is still exacted, alike from him who 
by severe labour scrapes together a few hundreds in the year, as 
from the man of landed property, and the possessor of money in the 
funds, who draw their thousands through their broad acres or from 
the Bank of England. Now there must be some reason for this, and 
as almost every question has not one only but several sides, I have 
little doubt that the latent, but undeveloped truth which lurks under 
the opposite view, has tended to perpetuate this so-called gross abuse 
and crying iniquity. 

If, then, I venture to take an entirely opposite view of the ques- 
tion ; if I endeavour to show that under that state of things which is 
likely to be perpetuated in this country — a perpetual Income Tax — it 
is rigorously true that all incomes, however varied their origin, should 
alike pay the same percentage ; if I prove it to be mathematically 
exact that the holder of a temporary refreshment stall on a race- 
course should contribute as large a proportion of his receipts in the 
shape of Income Tax as the wealthy owner of one of the palatial 
mansions in Belgrave Square, and that the medical practitioner or 
the clergyman should pay relatively as high an income tax as my 
Lord Broadacres or the Duke of Omnium, it is with much diffidence 
of their reception, but no doubt of their truth, that I venture to 
uphold such unpopular propositions. I may also add, that unlike 
most advocates whose feelings and wishes give weight to their argu- 
ments and point to their illustrations, I, on the other hand, am 
hampered by the consciousness that my wishes are opposed to my 
convictions. But truth is strong, stronger even than prejudice or 
party feeling. 

To ask what are the true principles on which an Income Tax 
should be imposed is an inquiry just as vague as to demand the 
value of x, if x ■+• y = 10, or to ask how much water under a constant 
pressure will pass through a circular orifice an inch in diameter. It 
is evident these questions are indeterminate, an element of a definite 
solution being absent. In this latter case the question does not 
admit of a definite answer, because it is not stated during what time 
the water must be assumed to run through the circular orifice. So 
the question is alike vague to ask on what principle should an 
Income Tax be imposed, without stating the proposed duration of 
the tax or the period of time for which it is to continue. 

As time, then, is the all-important element in determining the 
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principles on which a just Income Tax should be imposed, I shall 
now proceed to discuss the two extreme, or, as mathematicians would 
call them, the limiting cases of such an impost. These are, when 
the tax is to be for one year only, secondly when the tax is to be 
perpetual. 

"When the tax is to be laid on for a certain number of — say three, 
or seven, or ten — years, the true solution may be obtained by intro- 
ducing this definite term into the conditions of the extreme cases of 
the problem. 

II. 

"When an Income Tax is to be imposed for One year only, or, 
to speak with more precision, should the State demand a single con, 
tribution from the available material wealth of the nation, to be 
made in proportion to the share of that wealth which each person in 
the community enjoys, then undoubtedly the true principle of assess- 
ment would be to value the portion of each separate individual ; to 
capitalize it, as the phrase is, and to make the levy on the value thus 
ascertained. To use a common illustration, — A derives 1,000?. 
a-year from land worth twenty-five years' purchase, or 25,000?. 
while B earns 1,000Z. a-year, professional income, worth say only five 
years' purchase. This proportion being thus assumed, the contribu- 
tion of A to the State should be five times as much as that of B, or 
nearly so, for disturbing elements of small magnitude must be 
omitted, a clear exposition of principles, not minute accuracy of 
detail, being all that is here required. This principle of assessment 
has often been strenuously "advocated. It holds true, however, but 
for one payment, and implies a guarantee against a repetition of the 
demand. When income is once capitalized and compounded for, it 
cannot again, in justice, be subjected to the same process. A yearly 
capitalization of income and the payment of a tax thereon would be 
as absurd in principle and as iniquitous in practice as an annual 
redemption of the land tax. Tet this is the principle which so many 
contend for, and which supplies the material for so much popular 
invective and platform declamation. But the fact is never taken into 
account that there is no instance of an Income Tax imposed for one 
year only. Sir Bobert Peel's original Income Tax was limited to a 
duration of three years. The inherent injustice of the principle has 
been neutralized to a great extent by nearly a twenty years' 
duration. 

III. 

In the next place, let us consider the case of a 'Perpetual Income 
Tax. On this assumption all incomes, whatever their source may be, 
should be equally taxed. The profits accruing from the most casual 
employment or transient occupation should be rated as heavily as 



458 Db. Booth on the Principles of an Income Tax. [Dec. 

income derived from unencumbered landed property or from the 
public funds. This is evident, for assuming the tax to be general 
and perpetual, it presses into action whenever and wherever an 
opening offers ; it comes into being with income, it grows with its 
growth, diminishes when it wanes, and comes to an end when the 
income ceases. Thus income and the Income Tax always exist side 
by side. To revert to a former illustration, while the refreshment 
stall on the race course will make but a single payment, the house 
in Belgrave Square will contribute, it may be, for some two centuries 
to come to the needs of the State. Income is the sole point to be 
considered on this assumed state of things, namely, a perpetual 
Income Tax ; we have nothing to do with capital or the origin of 
income. That a perpetual Income Tax should have regard solely 
to the income whence it is derived, without any reference whatever 
to the nature of the capital which produces that income, is a truth of 
the most rigorous mathematical exactness. But as this question has 
been overlaid with fallacies and popular notions, it may be well to 
give a little further illustration of this principle. 

It is said to be essentially unjust to tax alike incomes derived 
from temporary and permanent sources ; to rate as heavily an income 
of 1,000?. a-year laboriously earned by the exercise of a profes- 
sion as 1,000?. a-year coming in from unencumbered landed pro- 
perty. But are they taxed alike ? Are the sums thus contributed 
to the State equivalent ? That they are not is plain from this con- 
sideration, that if these two taxes of the same annual amount, one a 
perpetual charge on the land the other a life charge on professional 
income, were to be set up for sale in an auction mart, the one would 
realize five or six times as much as the other. This is on the sup- 
position that the charges are Permanent, were they only of one or 
two years' duration their selling prices would differ very little. 

This is a very simple way to put the case. Suppose the Income 
Tax permanent, and that persons had the option to compound for 
their Income Tax with the State by a single payment once for all ; is 
it not obvious that the owner of the property in land or the funds 
would be charged on a much higher scale of composition than he 
whose income was derived from transient or uncertain sources. 

IV. 

"We may consider this question from another point of view, and 
we shall find, from whatever position we examine it, the resulting 
conclusions are the same. Let us suppose, as I at first put it, that 
the State demanded from each of its subjects a single contribution 
proportionate to his means, and that for the purpose of making an 
equitable assessment every person's income was to be " capitalized," 
as I assumed above in the case of an Income Tax imposed for one 
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year. Let me further suppose that the State, having no urgent need 
to call up the whole of the tax at once, should arrange to receive it 
by instalments. Now, it is manifestly clear that the number of 
years over which the State might consent to spread the payment of 
these instalments can never exceed the number of years' purchase at 
which the income may be valued. Otherwise there might be no 
property in existence to meet the last instalments. Thus, again to 
revert to the illustration I have already used : A's income of 1,000Z. 
a-year, derived from land, may be capitalized at twenty-five years' 
purchase, or it is worth 25,000Z. ; while B's professional income of 
1,000Z. a-year is worth only five years' purchase. Hence A's contri- 
bution will be five times as much as that of B, but as he may be 
allowed five times as long to pay it in, his annual payment will be 
precisely the same as B's. Thus from another point of view, and 
following a different line of argument, we reach the same result. I 
have omitted all consideration of the disturbing element — compound 
interest, — as clearness of illustration, not accuracy of result, is all 
that is here required. 

A good deal has been said about the manifest injustice of taxing 
Terminable and Perpetual Annuities on the same scale. Now, if we 
assume the Income Tax to be permanent there is no injustice what- 
ever in this. Every terminable annuity is equivalent to a certain 
perpetual annuity of smaller yearly value. They represent the same 
amount of capital, and are convertible one into the other. Given 
the one it is a matter of simple calculation to find the other. Now 
to the State it is a matter of utter indifference whether the larger 
Income Tax be paid on the terminable annuity or the equivalent 
smaller one on the equivalent perpetual annuity. For the terminable 
annuity t being equivalent or equal in value to the perpetual annuity 
p, any given part of the former, i. e. the Income Tax, must be equi- 
valent to the same part of the latter. That is, equivalent in value, 
not equal in amount. Thus, suppose a 3 per cent, perpetual Income 
Tax, and that a perpetual annuity of 100Z., were equivalent to a 
terminable annuity of 200Z. ; it is clear that the SI. Income Tax 
payable on the former would be equivalent to the Ql. payable on the 
latter. It is strictly accurate, — assuming the Income Tax to be a 
perpetual and invariable charge,' — that terminable annuities should 
be charged as high a rate of Income Tax as perpetual annuities. Or 
to put the same proposition in another form, suppose these two 
annuitants on the purchase of their respective annuities, namely, the 
perpetual annuity of 1001. and the terminable annuity of 200?., 
which represent the same amount of invested capital, were to buy 
two other annuities of the same duration, one of SI. the other of 61., 
to meet the annually recurring Income Tax of SI. per cent., is it not 
clear that these two annuities would cost precisely the same sum ? 

TOL. XXIII. PAET IT. 2 I 
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Hence the contributions to a perpetual Income Tax from the 
same amount of capital thus diversely invested would be exactly 
equivalent. 

It is manifestly clear, that if a person thinks fit to anticipate the 
income of futurity by investing his capital in a terminable annuity, 
the State has a perfect right to forestall its failure by a higher 
charge during its continuance, just as a landlord might fairly demand 
a higher rent from a tenant who proposed to exhaust his farm in a 
few years by heavy and successive cropping. 

V. 

This conclusion, moreover, illustrates my main proposition, that 
under a permanent Income Tax All Incomes should be taxed on the 
same scale. For a terminable annuity may be taken as the type of 
professional incomes, while perpetual annuities are analogous to 
incomes derived from unfailing sources, such as landed property, 
money in the funds, &c. Nothing could be more unjust in principle 
than Sir Robert Peel's uniform Income Tax imposed for three years 
only. But its inherent injustice has been neutralized in a great 
measure by its unforseen and continued duration. "While the same 
landed estates and palatial mansions still continue to pay the tax as 
when first imposed, how few remain of the professional incomes that 
originally contributed to that impost. 

I have often thought that a simple and suggestive illustration of 
the nature of property and income, and also of the Income Tax as well, 
might be drawn from comparing the wealth of this country to a Pond 
or Lake fed by underground springs, the overflow of which — analogous 
to income — certain persons had the privilege or right to draw off and 
take away ; some only a glass a day, others a pint, some a quart, 
several a gallon, and some few a hogshead ; and that while some 
enjoyed this privilege for a day, others had it for a week, several for 
a month, and a few for a twelvemonth. Let us further make the 
supposition, that in return for the privilege thus conferred, all were 
required to give up a certain portion of the water when drawn off. 
Now, it is obvious there are two ways by which such a water-rate 
might be levied: either that each person should, every evening, 
contribute his portion of the water-rate, in which case it would be 
wholly superfluous to inquire into the duration of the water-privilege 
enjoyed by each ; the only thing necessary to be ascertained being the 
quantity of water daily drawn by each person ; or secondly, that each 
person should once for all compound for his water-privilege, in which 
latter case it would be absolutely necessary, with a view to ensure a 
just assessment, that not only the water daily drawn by each should 
be known, but also the duration of the privilege. The man who had 
a right to draw a gallon of water daily for a twelvemonth ought 
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surely to pay more than he who enjoyed a like privilege only for a 
week. So in like manner, when we assume the Income Tax to be 
perpetual, we elude the necessity of considering the origin of income, 
but when the tax is once for all, the value of each man's means must 
first be ascertained before a just Income Tax can be imposed. 

The case when an Income Tax is imposed for a certain definite 
period — three, or seven, or ten years, suppose — is much more difficult 
to investigate than the elementary limiting cases above discussed. 
The true principle of assessment will be a combination of the two 
extreme principles which govern the two elementary cases above 
examined, namely, when the tax is for one year only, and when it is 
perpetual. A little calculation, which it is not here necessary to go 
into, would bring out the true compound principle in all such cases. 
But as my object in this paper has been the investigation of prin- 
ciples, and not the discusion of details, it is beside my purpose to 
proceed with the inquiry. 

VI. 

Before I conclude it will not be out of place if I say a few words 
on the subject of the proposed " Wealth Tax " of the Liverpool 
Financial Association. If I understand their object rightly, they 
would propose a tax upon Capital itself, which they would call a 
Wealth Tax. Now, such a proposition is not only unjust in prin- 
ciple but inoperative in practice. When the capital to be taxed 
consists of money in the funds, or of houses, or lands, or of capital 
paying an annual income, the tax, though iniquitous in principle, may 
be levied by annually abstracting a portion of the capital. But how 
is dormant capital to be taxed ? A man, we shall suppose, inherits a 
Coal mine, or has found a gold mine on his estate. These mines are 
of very great value, but their owner does not choose to enter into 
mining speculations : no income is derived from them : on what 
principle are they, or rather how can they be taxed ? 

Again, a man of small income inherits a valuable Library, or a 
choice gallery of rare and splendid paintings. These are wealth, for 
if brought to the hammer they would realize thousands, but their 
owner does not choose to part with them, he declines to exhibit them 
for money ; he derives no income from them ; how is he then to be 
brought within the sphere of a wealth tax ? 

Many years ago the pilferer of the celebrated Pitt diamond fled 
from India and reached this country in a state of destitution. He 
was possessed of a large capital for he afterwards sold the gem to 
the Empress of Bussia for an enormous sum, but before he effected 
this sale and converted his dormant capital into an income-producing 
capital, I should be glad to be informed how he could have been 
compelled to pay a wealth tax ? 

2i2 
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Or to take a more general case, a poor man has a very large 
reversionary interest in lands, or money in the funds. This is wealth, 
for the reversioner may sell his future enjoyment of it, for a present 
ready money capital. But if he should not choose to do so, and had 
rather live on in present poverty, how is a wealth tax to be extracted 
from him ? Many other instances may be supposed, but these will 
suffice. 

But in reply to this view it may be urged, if the owner of the 
valuable but unworked mine, if the inheritor of the choice picture- 
gallery, if the holder of the rare diamond, if the pauper reversioner 
will not consent, or cannot afford to pay a wealth tax on their inert 
and incomeless capital, may not this unproductive wealth be brought 
into the market and sold to those who will be prepared to find the 
funds to meet the wealth tax imposed on this barren kind of riches. 
Let the mine and the picture-gallery, and the rare gem and the 
reversionary interest be sold. But this proceeding would not in the 
smallest degree meet the difficulty. For suppose A sold 10,000£. 
Consols to enable him to buy B's mine or picture-gallery, the only 
change that such a transaction could make would be simply this, 
that as regards the State A would henceforth stand in the place 
of B, and B in that of A ; or in other words, A would cease to 
pay Income Tax on the 10,000Z. Consols sold to B, and would have 
become the owner of the mine or picture-gallery, while B would 
"begin to pay the Income Tax on the consols thus transferred to him. 
If this process of transference were to be a hundred times repeated 
in succession, the final result would still be the same. The impos- 
sibility could not be got over to make the mine, or the picture- 
gallery, or the diamond, contribute to a wealth tax ; but let the mine 
be worked, or let the picture-gallery be turned into a paying exhi- 
bition, and immediately the true principles of an Income Tax may 
be applied. 

Again, on what principle is the action of a wealth tax to be 
applied ? Suppose this case. A invests 10,0002. in Consols, 
B invests the same sum in the purchase of land, and C buys 10,000Z. 
worth of shares in the Atlantic Telegraph Company. Now here 
aro three several capitals of 10,000?. each. On what principle is a 
wealth tax to be applied to them. Are they all to pay alike : you 
would not say so, for this would be impossible and unjust. Would 
you tax in proportion to the income drawn from each investment ? 
This would be fair, but what is this but an Income Tax P Hence 
I think it clearly follows that a wealth tax must either be a disguised 
and excessive Income Tax, or if it be not, it will be found on 
analyzing its essential principles, to be either an impossibility or 
a confiscation. 

It is a very unphilosophical view to assume that Money is the 
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only capital — skill is capital — knowledge is capital — brains are 
capital ; for when developed into aption they become sources of 
income. Take our most eminent physicians or first-class lawyers 
earning their thousands a-year ; of what does their capital consist ? 
Is it not of their talents, their knowledge, their energy, and their 
skill. If they were to refuse to energise the action of their intel- 
lect, and decline to practise, how could your tax on capital reach 
them ? What should we say of one who, entitled to a fixed portion 
of an orchard, would, at every gathering of the produce, insist on 
taking away not only his share of the fruit, but also a portion of the 
trees which bore the fruit as well ? These few illustrations will 
serve to show how erroneous in principle, and inapplicable in 
practice, is the "Wealth Tax of the Liverpool Financial Association. 

Again, it is frequently said, how unjust to make the professional 
man, who earns his income by his own labour; to pay as much as the 
nobleman or capitalist, who has nothing to do but to receive his 
rents at his half-yearly audit, or to drive down to the bank and draw 
his dividends. Now this argument, if it is to have any force, must 
proceed on the assumption that a state of idleness or lack of occu- 
pation is in. itself a more desirable or eligible condition for a man to 
be placed in, than another in which his energies, physical, intellectual, 
and moral, must be developed, and thus promote his own happiness 
and well-being. 

But can it with truth be said, that the merchant successful in 
business, the lawyer rising in his profession, the physician rapidly 
extending his practice — I am here speaking only of the prosperous, 
the argument does not apply to the unfortunate, or to those who 
have fallen behind in the race of life — are not in every respect 
happier and more to be envied than the man who has nothing 
whatever to do, whose every wish may be gratified without exertion, 
who is palled by enjoyment, who has nothing to hope and but little 
to fear. The old Hindoo philosophy taught that the perfection of 
human happiness consisted in a man's sitting still and contemplating 
the tip of his nose.* We cannot accept this "definition of happiness, 
and therefore must ignore the claim of those who would seek a money 
compensation for the highest privilege which it is given to man here 
to enjoy — the exercise of the intellect in prosperity. 

VII. 

I shall be quite satisfied if the arguments I have advanced, and 
the illustrations I have used, will help to remove a wide-spread 
illusion and popular fallacy. Strange to say, that those persons who 

* . . . . " intuens nasi sui apicem." See the Bbagavad-Gita as illustrated by 
V. Cousin in his " Conrs de l'Histoire de la Philosophic," vol. i, p. 231. 
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would be most aggrieved by the conversion of the Income Tax into 
other and indirect taxes, are the most clamourous for the change. 
The middle classes, or at least the great majority of them, seem to 
imagine that a temporary Income Tax is more just in principle than 
one moderate in amount and permanent in duration. They hold the 
erroneous opinion that a tax levied on all incomes alike, is on them a 
peculiar hardship. They clamour, many for its abolition, most for its 
reduction, apparently ignorant of the truth, that if their wishes were 
complied with and the tax abolished, they would have themselves to 
make good far the largest share of the deficiency thus created. 



